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SUBJECT: SECRETARY'S VISIT: U.S. ASSISTANCE TO ISRAEL 

(A) 76 TEL AVIV 4279 (B) 76 TEL AVIV 6405 (P) 76 TEL AVIV 
6144 

1 . SUMMARY. THE ISRAELIS CAN BE EXPECTED TO CONTINUE 
THEIR EFFORT TO RAISE THE LEVEL OF US ASSISTANCE FOR 
FY 1978 FROM THE $1.5 BILLION PROPOSED BY PRESIDENT FORD 

TO A TOTAL OF $2.3 BILLION. THE LATTER AMOUNT WAS RECEIVED 
IN FY 1976 AND THE ISRAELIS HOPE THAT WE WILL RETURN TO 
THAT LEVEL IN 1978, AFTER DROPPING TO $1.8 BILLION IN 
1977. THE ISRAELIS WILL ALSO MAINTAIN THAT ONCE THEIR 
ARMS REQUESTS ARE APPROVED BY WASHINGTON, THE USG SHOULD 
PROVIDE THE NECESSARY FINANCING. WE BELIEVE THAT THE 
GRADUAL PHASE-DOWN OF U.S. ASSISTANCE, REFLECTED IN 
THE TOTALS RECOMMENDED FOR FY76-78, IS JUSTIFIED AND 
CONSISTENT WITH THE GOI POLICY OBJECTIVE OF REDUCING 
THE CIVILIAN PORTION OF THE BOP DEFICIT SUFFICIENTLY 
BY 1980 TO ELIMINATE THE NEED FOR U.S. ECONOMIC 
ASSISTANCE. END SUMMARY. 

2. WHEN FINANCE MINISTER RABINOWITZ PRESENTED THE ANNUAL 
AID REQUEST TO AMBASSADOR TOON LAST SEPT, HE SAID 

THAT ISRAEL PLANNED TO REDUCE ITS BOP DEFICIT BY $300 
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MILLION PER YEAR UP TO 1980. HE THOUGHT THAT BY THAT 
TIME THERE WOULD BE NO FURTHER NEED FOR U.S. ECONOMIC 
ASSISTANCE, ALTHOUGH THE NEED FOR MILITARY AID WOULD 
CONTINUE FOR MANY YEARS TO COME. IN HIS PRESENTATION 
OF THE FY77 DRAFT BUDGET LAST WEEK, RABINOWITZ STATED 
AGAIN THAT GOI ECONOMIC PLANNING CALLS FOR "NARROWING 
THE CIVILIAN BALANCE OF PAYMENTS GAP TO $1.1 BILLION 
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BY THE START OF THE 1980'S. WE CAN DEAL WITH THIS SUM 
THROUGH OUR OWN EFFORTS AND WITHOUT U.S. GOVERNMENT 
CIVILIAN AID." 

3. WE WERE TOLD BY MINISTRY OF FINANCE OFFICIALS BEFORE 
THE BUDGET WAS PRESENTED TO THE KNESSET THAT THE 
DOCUMENT ASSUMED U.S. ASSISTANCE DURING THE 1977 FISCAL 
YEAR OF $2.2 BILLION, OF WHICH $1.47 BILLION WOULD 

BE FMS AND $730 MILLION IN ECONOMIC ASSISTANCE. 

HOWEVER, THE EXPLANATORY MATERIAL RELEASED AT THE TIME OF 
THE BUDGET PRESENTATION STATED THAT US ASSISTANCE WOULD 
TOTAL $2.4 BILLION, INCLUDING $1.5 BILLION FOR DEFENSE 
IMPORTS AND $900 MILLION IN ECONOMIC ASSISTANCE. (THE 
DIFFERENT TOTALS MAY SIMPLY REFLECT A CHANGE IN EXCHANGE 
RATE ESTIMATED FOR THE BUDGET YEAR.) IT WAS FURTHER 
EXPLAINED THAT THIS TOTAL AMOUNT INCLUDES "TRANSITIONAL 
QUARTER FUNDS AND THE UNEXPLOITED SURPLUS FROM FY76 
ASSISTANCE." 

4. THE PRIMARY DETERMINANT OF THE LEVEL OF US ASSISTANCE 
TO ISRAEL PRESEUMABLY SHOULD BE THE SIZE OF THEIR 

BOP DEFICIT. THE MAGNITUDE OF THIS DEFICIT IS IN TURN 
DETERMINED IN LARGE PARTY BY THE LEVEL OF MILITARY IMPORTS. 
HOWEVER, LAST YEAR THE DEFICIT WAS SUBSTANTIALLY 
REDUCED, BY $800 MILLION, ALTHOUGH MILITARY IMPORTS 
DROPPED BY ONLY SOME $200 MILLION FROM THE PREVIOUS 
YEAR. WHILE MUCH OF THE IMPROVEMENT IS SAID TO BE NON- 
RECURRING, THE BASIC BOP TREND IS ENCOURAGING AND IS 
IN FACT AHEAD OF RABINOWITZ' PLANNED $300 MILLION 
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IMPROVEMENT EACH YEAR. AT THE SAME TIME, THE DEFENSE 
SHARE OF THE 1977 DRAFT BUDGET HAS DROPPED TO 33 PER 
CENT OF THE TOTAL, COMPARED TO 39 PER CENT IN 1976. 

5. AS WE HAVE STATED BEFORE, THERE IS LITTLE DOUBT 
THAT THE GENEROUS US ASSISTANCE OVER THE LAST FEW 
YEARS HAS PERMITTED THE POSTPONEMENT OF LONG OVERDUE 
ECONOMIC DECISIONS. THE MOST RECENT EXAMPLE IS THE 
POSTPONEMENT UNTIL AFTER THE MAY ELECTIONS OF EFFORTS 
TO REACH A PACKAGE AGREEMENT ON WAGES AND PRICES. 

WHILE SUCH AN AGREEMENT WOULD HAVE BEEN EXTREMELY 

DIFFICULT IN THE CURRENT ELECTION ATMOSPHERE, THE 

GOVERNOR OF THE BANK OF ISRAEL AND THE DIRECTOR OF THE 

BUDGET HAVE PUBLICLY WARNED THAT A THREATENED SECOND 

ROUND OF WAGE INCREASES THIS SPRING WOULD UNDERMINE 

BOTH THE BUDGET ASSUMPTIONS AND THE BOP PROGRAM. IN 

THESE CIRCUMSTANCES, A SYMPATHETIC BUT FIRM US 

POSITION ON FUTURE AID WILL ASSIST THOSE IN THE 

GOVERNMENT WHO WANT TO CURB INFLATION, SAFEGUARD THE RECENT 
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BOP IMPROVEMENT, AND KEEP THE ECONOMY MOVING IN THE 
RIGHT DIRECTION. 

DUNNIGAN 
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